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Summary 

This report provides an introduction to the Volcker Rule, which is the regulatory regime imposed 
upon banking institutions and their affiliates under Section 619 of the Dodd-Frank Wall Street 
Reform and Consumer Protection Act of 2010 (P.L. 1 11-203). The Volker Rule is designed to 
prohibit “banking entities” from engaging in all forms of “proprietary trading” (i.e., making 
investments for their own “trading accounts”) — activities that former Federal Reserve Chairman 
Paul A. Volcker often condemned as contrary to conventional banking practices and a potential 
risk to financial stability. The statutory language provides only general outlines of prohibited 
activities and exceptions. Through it, however, Congress has empowered five federal financial 
regulators with authority to conduct coordinated rulemakings to fill in the details and complete 
the difficult task of crafting regulations to identify prohibited activities, while continuing to 
permit activities considered essential to the safety and soundness of banking institutions or to the 
maintenance of strong capital markets. In December 2014, more than two years after enactment 
of the law, coordinated implementing regulations were issued by the Office of the Comptroller of 
the Currency (OCC), the Federal Deposit Insurance Corporation (FDIC), the Board of Governors 
of the Federal Reserve System (FRB), the Securities and Exchange Commission (SEC), and the 
Commodity Futures Trading Commission (CFTC). 

The Rule is premised on a two-pronged central core restricting activities by “banking entities” — a 
term that includes all FDIC-insured ha nk and thrift institutions; all bank, thrift, or financial 
holding companies; all foreign banking operations with certain types of presence in the United 
States; and all affiliates and subsidiaries of any of these entities. Specifically, the Rule broadly 
prohibits banking entities from engaging in “proprietary trading” and from making investments in 
or having relationships with hedge and similar “covered funds” that are exempt from registering 
with the CFTC as commodity pool operators or with the SEC under the Investment Advisors Act. 
The Rule couples its broad prohibitions with numerous exclusions and by designating myriad 
activities as permissible so long as various terms and conditions are met, unless they otherwise 
would involve or result in a material conflict of interest; a material exposure to high-risk assets or 
high-risk trading strategies; pose a threat to the safety and soundness of the banking entity; or 
pose a threat to the financial stability of the United States. 

The exceptions to the ban on proprietary trading include underwriting by securities underwriters; 
market -making “designed not to exceed the reasonably expected near term demands of clients”; 
trading in government securities; fiduciary activities; insurance company portfolio investments; 
and risk-mitigating hedging activities. The ban on investing in and owning “covered funds” 
exempts certain types of funds, under specified conditions, and permits de minimis investment in 
any such fund up to 3% of the outstanding ownership interests of the fund with an aggregate cap 
on the total ownership interest in “covered funds” of 3% of the banking entity’s core capital. 

To prevent evasion, the Rule has extensive requirements mandating comprehensive compliance 
programs that include ongoing management involvement, precise metrics measuring risk 
assessment, verification and documentation of any activities conducted under one of the Rule’s 
exceptions or exclusions, and recurring reports and assessments. Full compliance is required by 
July 21 , 2015, subject to the possibility that further extensions may be provided by the regulators. 
In the case of investments involving “illiquid funds” subject to contractual provisions seriously 
impacting their marketability or sale, full divestiture might not be required until July 21, 2022. 
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The Volcker Rule: Dodd-Frank Act §619 

Overview 

On December 10, 2013, more than two years after the statutorily mandated deadline, five federal 
financial regulators published final regulations (hereinafter, the regulations) 1 implementing 
Section 619 of the Dodd-Frank Wall Street Reform and Consumer Protection Act (hereinafter, 
Section 619 or the statute). 2 Together these are known as the Volcker Rule (hereinafter, the 
Volcker Rule or the Rule), which is designed to prohibit banks and their affiliates from engaging 
in risky, short-term, speculative trading and investing in private equity and hedge funds. These are 
practices long condemned by the Rule’s namesake, former Federal Reserve Chairman Paul A. 
Volcker, for being at odds with conventional banking principles and potential risks to overall 
financial stability that could trigger the need for future bailouts. 3 

The same day that the regulations were issued, the Federal Reserve Board (FRB) set the date 
when conformance with the Rule is required as July 21, 2015, although that date could be 
extended an additional two years, 4 and banking institutions and their affiliates are under an 
obligation to undertake good faith efforts to meet that date with full compliance. 

The Volcker Rule, which according to an analysis 5 by one of the issuing regulators might impose 
significant costs on covered institutions, prohibits “banking entities” from engaging in 
“proprietary trading” and from making investments in or having relationships with hedge and 



1 Prohibitions and Restrictions on Proprietary Trading and Certain Interests in, and Relationships With, Hedge Funds 
and Private Equity Funds, 19 Fed. Reg. 5,535 (January 31, 2014), available at http://www.gpo.gov/fdsys/pkg/FR-2014- 
01-3 l/pdf720 1 3-3 1511 .pdf. The regulations were issued in a coordinated fashion, rather than issued jointly. As a result, 
there currently are some minor differences in the regulations issued by each federal regulator, and other differences 
may be implemented overtime. For example, the Commodity Futures Trading Commission (CFTC) issued 
“substantively similar” regulations separately from the other financial regulators. 79 Fed, Reg. 5,808 (January 31, 
2014), available at http://www.gpo.gov/fdsys/pkg/FR-2014-01-31/pdf/2013-31476.pdf. 

Each of the Volcker Rule regulations are codified in different sections of the Code Federal Regulations (C.F.R.) (12 
C.F.R. Part 44 (Office of the Comptroller of the Currency (OCC)); 12 C.F.R. Part 248 (Board of Governors of the 
Federal Reserve System (FRB)); 12 C.F.R. Part 351 (Federal Deposit Insurance Corporation (FDIC)); 17 C.F.R. Part 
255 (Securities and Exchange Commission (SEC)); and 15 C.F.R. Part 75 (CFTC)). Hereinafter, all citations to the 
regulations will leave references to the CFR title and section blank because they vary from regulator to regulator, and 
instead will be distinguished by subsections, which generally are consistent among all of the federal financial regulators 
(e.g., _ C.F.R. §_.l). 

The regulations were accompanied by a brief fact sheet, available at http://www.federalreserve.gov/newsevents/press/ 
bcreg/bcreg20 13 12 10a3.pdf, and a nearly 900-page preamble, available at http://www.federalreserve.gov/newsevents/ 
press/bcreg/bcreg20 1 3 1 2 1 0a2 .pdf. 

2 P.L. 1 1 1-203 §1855; 124 Stat. 1375. 

3 Paul A. Volcker, Prohibitions and Restrictions on Proprietaiy Trading and Certain Interests in, and Relationships 
with. Hedge Funds and Private Equity Funds, Feb. 13, 2012, available at http://www.sec.gov/comments/s7-41-l 1/ 
s741 1 l-182.pdf (comments to the federal financial regulators on the proposed Volcker regulations). 

4 Federal Reserve System, Order Approving Conformance Period, http://www.federalreserve.gov/newsevents/press/ 
bcreg/bcreg20 1 3 1 2 1 Ob 1 .pdf. 

5 Analysis of 12 C.F.R. Part 44, a draft document attributed to the Office of the Comptroller of the Currency (OCC) and 
made available by BNA’s Banking Daily on March 21, 2014, available at http://op.bna.com/bar.nsf/id/jbar-9hdtcf/ 
SFile/volcker.pdf (estimating that the Volcker Rule may impose costs of between $412 million to $4.23 billion 
primarily on an estimated 46 OCC-regulated national banks). 
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similar “covered funds” that fall into certain exemptions from registering with the Commodity 
Futures Trading Commission (CFTC) as commodity pool operators or with the Securities and 
Exchange Commission (SEC) under the Investment Advisors Act. In concert with these broad 
prohibitions, the Rule carves out numerous exclusions and designates myriad activities as 
permissible so long as various terms and conditions are met. The statutory language provides only 
general outlines of prohibited activities and exceptions, while empowering the Office of the 
Comptroller of the Currency (OCC), the Board of Governors of the Federal Reserve System 
(FRB), the Federal Deposit Insurance Corporation (FDIC), the SEC, and CFTC (together, the 
federal financial regulators or the Agencies) to issue coordinated rulemakings to fill in the details 
and complete the difficult task of crafting regulations to distinguish prohibited activities from 
activities considered essential to the safety and soundness of banking institutions or to the 
maintenance of strong capital markets. 6 

What follows is a legal overview of the Volcker Rule. The report begins by analyzing the integral 
definition of “banking entity,” which serves as the foundation for the applicability of the Rule. It 
then separately analyzes the two distinct components of the Rule: (1) restrictions on proprietary 
trading; and (2) restrictions on investing in and sponsoring covered funds. The basic framework 
of the Rule is to broadly prohibit banking entities from engaging in these two broad categories of 
activities, while also carving out specific exclusions from the scope of the two categories and 
exceptions for certain activities that otherwise would generally fall within the broad prohibitions. 
These excepted activities are designated as permissible under the Rule unless they would involve 
or result in a material conflict of interest; a material exposure to high-risk assets or high-risk 
trading strategies; pose a threat to the safety and soundness of the banking entity; or pose a threat 
to the financial stability of the United States. The report concludes by addressing other aspects of 
the Rule that apply generally to banking entities, including various compliance programs and 
reporting and recordkeeping obligations designed to implement the statute’s anti-evasion 
provisions, as well as the requirements for divesting of legacy holdings and activities that do not 
conform with the Rule. 



Statutory Delegation to the Financial Regulators 

Congress has delegated extensive discretion to the federal financial regulators to craft the Volcker 
Rule to meet a list of widely divergent objectives. The statute states the prohibitions and 
conditions in very broad terms and applies them to an array of financial institutions subject to a 
variety of regulatory regimes and separate regulators, foreign and domestic. It applies to 
community and global banks, every variety of insurance firm, securities firms, and foreign 
banking institutions operating in the United States, among others. 7 The federal financial 
regulators have been tasked with diverse objectives, among which are the following: promoting 
safety and soundness of the entities covered by the Rule; protecting taxpayers and consumers; 
limiting inappropriate transfers of the safety net provided by FDIC deposit insurance; reducing 
conflicts of interests between the entities and their clients; limiting unduly risky activities by 



6 The statute also provides three rules of construction for interpreting Section 619: (1) “Except as provided in this 
section [619],... the prohibitions and restrictions under this section shall apply,” notwithstanding the existence of other 
provisions of law authorizing such activities; (2) nothing in Section 619 is to “be construed to limit the ability of a 
banking entity or nonbank financial company ... to sell or securitize loans in a manner otherwise permitted by law”; 
and (3) nothing in Section 619 is to “be construed to limit the inherent authority of any Federal agency or State 
regulatory authority under otherwise applicable provisions of law.” 12 U.S.C. §185 1(g). 

7 12 U.S.C. § 1 85 1 (h)( 1 ); C.F.R. §§ .2(c). 
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